As part of our overall strategy, we regularly evaluate opportunities to enter into strategic acquisitions, including
potential business combinations and significant investments in complementary companies, assets, products and
technologies, although we have no present arrangements, conunitments or agreements with respect to any
acquisition. Acquisitions involve a number of operating risks that could materially adversely affect our business,
financial condition and results of operations, including the diversion of management’s attention to assimilate the
operations, products and personnel of the acquired companies, the amortization of acquired intangible assets, and the
potential loss of key employees of the acquired companies. Furthermore, acquisitions may involve businesses in
which we lack experience. Because management has limited experience in acquisitions and we have no experience
in integrating acquired companies or technologies into our operations, we cannot assure you that we will be able to
manage one or more acquisitions successfully, or that we will be able to integrate the operations, products or
personnel gained through any such acquisitions without a material adverse effect on our business, financial

condition and results of operations.
Our business may be adversely affected by Year 2000 technology problems.

Many currently installed computer and software products were coded to accept only two digit entries in the date
code field. These date code fields need to accept four digit entries to distinguish twenty-first century dates from
twentieth century dates. We use off-the-shelf and custom software developed internally and by third parties for our
production, information technology (IT) and non-IT systems. We programmed and tested our systems and installed
all upgrades necessary to make them Year 2000 compliant. We spent approximately $400,000 to make our systems
Year 2000 compliant. As a result of our Year 2000 readiness efforts, our production systems, IT systems and non-
IT systems successfully distinguished twenty-first century dates from twentieth century dates on January 1, 2000
without any system failures. However, we are continuing to monitor our systems throughout the year 2000 to ensure
that any latent Year 2000 matters that may arise are addressed promptly. Despite the fact that many companies’
software and computer systems are currently processing twenty-first century dates correctly, these companies,
including us, could experience latent Year 2000 problems.

The market price of our commen stock may experience price and velume fluctnations for reasons over which
we have no control.

The stock market has from time to time experienced, and is likely to continue to experience, extreme price and
volume fluctuations. Recently, prices of securities of high technology companies have been especially volatile and
have often fluctuated for reasons that are unrelated to the operating performance of the affected companies, The
market price of shares of our common stock has fluctuated greatly since our initial public offering and could
continue to fluctuate due to a variety of factors. In the past, companies that have experienced volatility in the market
price of their stock have been the objects of securities class action litigation. If we were the object of securities class
action litigation, it could result in substantial costs and a diversion of our management's attention and resources.

Our corporate documents and Delaware law make a takeover of our company more difficult, which may limit
the market price of the common stock.

Qur charter and by-laws and Section 203 of the Delaware General Corporation Law contain provisions that
might enable our management to resist a takeover of our company. Among other things, the board of directors has
the ability to issue “blank check” preferred stock without further stockholder approval. These provisions may
discourage, delay or prevent a change in control or a change in our management. These provisions also could
discourage proxy contests and make it more difficult for you and other stockholders to elect directors and take other
corporate actions. The existence of these provisions could limit the price that investors are willing to pay for shares

of common stock.

Our officers and directors have significant voting power and may substantially influence the outcome of any
stockholder vote.

Members of our board of directors and our executive officers, together with members of their families and
entities that may be deemed affiliates of or related to such persons or entities, beneficially own approximately 22.6%
of the outstanding shares of our common stock as of February 29, 2000. Accordingly, these stockholders are able to
influence election of all members of our board of directors and influence the outcome of corporate actions requiring
stockholder approval, such as mergers and acquisitions. This level of ownership by such persons and entities may
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have a significant effect in delaying, deferring or preventing a change in control of us and may adversely affect the
voting and other rights of other holders of common stock.

ITEM 2, PROPERTIES

Our principal administrative, sales and marketing, research and development and support facilities consist of
approximately 80,000 square feet of office space in Boulder, Colorado. We occupy these premises under a lease
expiring December 31, 2002. In December 1999, we leased an additional 2,100 square feet of office space in
Austin, Texas. This facility will supplement and serve as a back up to our Boulder, Colorado facility. We occupy
the Texas premises under a lease expiring November 30, 2003, We expect to lease additional space in 2000 to

accommodate growth.

ITEM 3. LEGAL PROCEEDINGS

We are not a party to any litigation that we believe could have a material adverse effect on us or our business,
Federal and state regulations governing 9-1-1 service provisioning have typically applied to local exchange services
providers, We plan to provide 9-1-1 services directly to state and Jocal governments rather than local exchange
carriers In certain areas. Since this is the first time that such services have been provided in this manner, the
regulations are being challenged and clarified for the first time. We believe that the services we provides are within
the scope of the existing regulations and that any challenges to the regulations will be decided in our favor.
However, if the regulations are challenged and are not decided in our favor, we may be prohibited from expanding

our services to certain markets.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
a}  On December 2, 1999, we held our 1999 Annual Meeting of Stockholders (the “Annual Meeting™),

b) One matter voted on at the Annual Meeting was the election of six directors. The six nominees, who were
existing directors and nominegs of our Board of Directors, were re-¢lected at our Annual Meeting as directors,
receiving the number and percentage of votes for election and abstentions as set forth next to their respective

names below:

NOMINEE FOR DIRECTOR FOR ABSTAIN

George K. Heinrichs 6,301,620 97.6% 154,275 2.4%
Stephen O. James 6,303,898 97.6% 151,997 2.4%
David Kronfeld 6,303,898 97.6% 151,997 2.4%
Mary Beth Vitale 6,302,398 97.6% 153,497 2.4%
Winston J. Wade 6,303,898 97.6% 151,997 2.4%
Darrell A. Williams 6,302,398 97.6% 153,497 2.4%

c} The following additional matter was separately voted upon at the Annual Meeting and received the votes of the
holders of the number of shares of our cornmon stock voted in person or by proxy at the Annual Meeting and
the percentage of total votes cast as indicated below:

Ratification of selection of Arthur Andersen LLP as independent accountants for 2000 fiscal year:

For 6,306,528 97.7%
Against 10,400 0.2%
Abstain 138,967 2.1%

d) Not applicable.
PARTII

ITEM Sa, MARKET FOR THE REGISTRANT’S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

Our common stock is traded on the Nasdaq National Market under the symbol “SCCX.” We commenced our
initial public offering of the common stock on June 24, 1998 at a price of $12 per share. Prior to such date, there
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was no public market for the common stock. The following table sets forth the high and low bid prices for the

. common stock for the periods indicated, as reported on the Nasdaq National Market.

HIGH LOW
June 24, 1998 through June 30, 1998 $14.00 $12.00
Quarter ended September 30, 1998 16.00 2.88
Quarter ended December 31, 1998 5.56 2.88
Quarter ended March 31, 1999 6.38 3.00
Quarter ended June 30, 1999 5.00 3.00
Quarter ended September 30, 1999 7.13 4,00
Quarter ended December 31, 1999 7.0 5.00

As of February 29, 2000, there were approximately 173 holders of record.

We have not paid any cash dividends on our capital stock since our inception, and do not expect to pay cash
dividends on our common stock in the foreseeable future. Certain covenants contained in our line of credit
agreement restrict the payment of dividends without the lender’s prior consent. Payments of future dividends, if
any, will be at the discretion of our Board of Directors, subject to the restrictions discussed above, after taking into
account varicus factors, including our financial condition, operating results, cash needs and expansion plans.

ITEM 5b. CHANGES IN SECURITIES AND USE OF PROCEEDS

On June 29, 1998, we consummated our initial public offering of our commeon stock. The estimated net
offering proceeds to us afier deducting the foregoing discounts, commissions, fees and expenses were $25,988,400,
of which $3,510,400 relates to the exercise of the underwriters” over-allotment option on Fuly 22, 1998. Through
December 31, 1999, the proceeds of the offering have been applied as follows:

. Aggregate offering price 328,980,000
Direct and indirect payment to others for:

Underwriting discounts and commissions 2,028,600

Other offering expenses 963,000

Construction of building and facilities 300,000

Capital lease payment to receive discount 2,878,500

Repayment of indebtedness 4,610,000

None of such payments were direct or indirect payments to our directors, officers, general partners or their
associates or to persons owning 10% or more of any class of our equity securities or to our affiliates. We expect to
use up to $13 million of our remaining net proceeds in 2000 for research, development and marketing to expand our
product offerings, as well as for general corporate purposes, inchrding working capital. A portion of the net
proceeds also may be used for the acquisition of businesses, products and technologies that are complementary to
ours. We invested approximately $15 million of the offering proceeds in an investment portfolio consisting mostly
of high-grade bonds and commercial paper.




. ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data are qualified by reference to and should be read in conjunction with our
financial statements and notes thereto and “Management’s Discussion and Analysis of Financial Condition and
Results of Operations™ included in Item 7. The statement of operations data for the years ended December 31, 1999,
1998 and 1997 and the balance sheet data at December 31, 1999 and 1998 are derived from, and are qualified by
reference to, the audited financial statements and notes mc]uded in Item 8. The statement of operations data for the
years ended December 31, 1996 and 1995 and the balance sheet data at December 31, 1997, 1996 and 1995 are
derived from audited financial statements not included in this Annual Report on Form 10-K.

December 31,

1999 1998 1997 1996 1995

Statement of Gperatiens Data:
Revenue:

Data management services . § 132,09 $ 30,610 % 24,005 $ 13,165 § 3,531

Licenses and lmplememanon ser\nccs 488 3.839 3067 1.637 3,882

Total revenue .. 32,584 34,449 27,072 14,802 7413

Costs and expenses:

Cost of data management seTvices.. 24,3318 20,740 15,378 7,996 2,840

Cost of licenses and lmplementauon services.. " 138 836 1,283 596 1,041

Sales and marketing... 5,314 4,119 3,850 3,204 2,016

General and administralivc.... 4,911 4,959 3,227 1.533 230

Total costs and expenses...... 34,721 30,654 23,738 13,329 6,727

Income (loss) from operations...... (2,137) 3,795 3,334 1,473 686
Other income (expense), net.. 607 (294) {879) (527) (368)
Income (loss) from contmumg operat:ons before mcornc

taxes.. e (1,530} 3,501 2,455 946 318
Prows:on (beneﬁt) for mcorne taxes . (468} (379) {2,328) 9 16
Net income (loss} from continuing Dperatlons be!‘ore

extraordinary item.. (1,062) 3.880 4,783 937 302
Loss from operations of dlscontmued dw:smn, net of tax (226) — (876) {562) (1,746)
Loss from disposal of discontinued division, net of tax........ — — (2,032) — —
Net income (loss) before extraordinary item ....ccceen. (1,288) 3,880 1,875 375 (1,444}
Loss from early extinguishment of debt, net of tax... (909 o —

Net iNCOmME (JO55) v asms st s 5 (1.288) § 2571 $ 1875 §__375 $_(1.444)
Per Share Data:
Net incame (luss) from continuing operations before

extraordmary itemn per share:

BasiC oo e

$_(010) § 053 3 __217 4§ QIS 3_(0.02)
Dﬂuted £ _(010) § 038 3 054 3 01 §_(0.02)
Net income (1055) peT sharc :

Basic... (12 $ 039 3 061 $ (017) 3 (.07
D]Iutcd $ (012} $§ 020 § 021 F_005 . a.0n

December 3,

1999 1998 1997 1996 1995

Balance Sheet Data:
Cash and cash equivalents.......cceeeee. 8 8,354 § 10266 § 2,503 $ 2 5 1,004
Short and long-term investments in

marketable securities ... eceieeieennens 13,158 9,815 — — -—
Working cap1tal (det’cnt) 18,014 17,678 (2,670) (7,345) (8,135)
Total assets ... 41,780 45,095 21,106 18,482 11,755
Long-term debt 2,038 2,791 6,891 3,518 1,934

Total stockho]ders eqmty (deﬁc:l) 32,935 33,591 (11,867) (13,068) (4,614)

See Note 2 of notes to financial statements for an explanation of the determiination of the shares used in computing
net incone (loss) per share.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

This Annual Report on Form 10-K contains forward-looking statements that involve risks and uncertainties.
Our actual results may differ materially from the results discussed in the forward-looking statements. Factors that
might cause such a difference include, but are not limited to, those discussed below and in the section entitled "Risk

Factors™ in ftem {.

Overview

Prior to 1995, substantially all of our revenue was derived from the sale of software licenses and related
implementation services to ILECs and public safety agencies. During 1994, we began investing in infrastructure to
provide our 9-1-1 0SS solution to telephone operating companies seeking to outsource such operations. We signed
our first 9-1-1 data management services contract in August 1994 and continue to add to the number of records
under management. We began to recognize revenue from wireless carriers in the third quarter of 1997, and continue
to increase the number of live wireless subscribers managed. In addition, we signed a contract with the General
Services Commission of the State of Texas in November 1998, representing the first time that a state agency has
endeavored to centralize 9-1-1 OSS and data management services with a neutral third party.

Our data management services revenue is derived from contracts with ILECs, CLECs, wireless carriers and a
state agency pursuant to which we provide an outsourcing solution for our customers’ 9-1-1 data management,
Revenue included in data management services generally includes a non-recurring fee for the design and
implementation of the 9-1-1 QOSS, conversion of the customer’s data to our systems, hiring and training of personnel,
and other costs required to prepare for the processing of customer data. Non-recurring fees are recognized on the
percentage-of-completion method over the period required to perform the tasks necessary to prepare for the
processing of customer data. Qur contracts also separately allow for a monthly service fee based on the number of
subscriber records under management, which is recognized in the peried in which the services are rendered. Data
management services revenue also may include revenue from enhanced products and services, which may include
non-recurring and/or monthly fees which are separately stated in the contract and are recognized in the period in
which the services are performed. Related costs are expensed as they are incurred. Data management services
revenue comprised 99% of our total revenue in 1999 and 89% in each of the years ended December 31, 1998 and

1997,

Our licenses and implementation services revenue is derived from contracts with ILECs pursuant to which we
provide a 9-1-1 software license or related products and services such as implementation, training, software
enhancements and interfaces to our customers’ systemns. Licenses and implementation services revenue is
recognized using the percentage-of-completion method. The related costs include third-party licenses, direct labor
and related expenses, and are expensed as incurred. Subsequent to system installation, we provide our customers
with maintenance services that are recognized ratably over the related contract period on a straight-line basis. Our
licenses and implementation services revenue is derived from a limited number of customers and consequently the
concentration of customers can result in quarterly fluctuations based on the timing of the signing of new contracts
and completion of existing contracts. Marging on such coniracts also may fluctuate based on the elements included
in the contract. We completed the licenses and implementation services contracts we had in place in 1998 and did
not sign additional contracts due to our focus on our longer term services contracts. We do not expect to generate
significant revenue from licenses and implementation services during 2000, Licenses and implementation services
revenue comprised 1% of our total revenue in 1999 and 1% in each of the years ended December 31, 1998 and

1997,

During the year ended December 31, 1999, we recognized approximately 81% of total revenue from Ameritech,
BellSouth Inc. and U 8§ WEST, each of which accounted for greater than 10% of our total revenue. During the year
ended December 31, 1998, we recognized approximately 73% of total revenue from Ameritech, BeliSouth Inc. and
U § WEST, each of which accounted for greater than 10% of our total revenue. During the year ended December 31,
1997, we recognized approximately 81% of total revenue from continuing operations from Ameritech, BellSouth
Inc. and U S WEST, each of which accounted for greater than 10% of our total revenue.

In the third quarter of 1998, one of our licenses and implementation services customers, Bell Atlantic, who had
merged with Nynex, announced their decision to standardize their 9-1-1 hardware and software platform utilizing
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non-SCC systems that had been used by Nynex prior to the merger. In the fourth quarter of 1998, we entered into a
Termination, Settlement and Release Agreement with Bell Atlantic, under which Bell Atlantic paid us for work that
had been performed prior to cancellation of the contract. This transition occurred over the course of 1999, during
which time we continued to support the systems installed in Bell Atlantic and cooperated fully to ensure a smooth
transition of these systemns. Bell Atlantic comprised approximately 8% of our total revenue in 1998.

As of December 31, 1999, we had net operating loss carryforwards of $11.2 million available to offset future net
income for U.S. federal income tax purposes. We reversed $1.7 million of the valuation allowance on our deferred
tax assets in the year ended December 31, 1998 and recorded an additional income tax benefit of $468,000 from
continuing operations in the year ended December 31, 1999, as we believe that it is more likely than not that such
tax benefits will be realized, Of the $912,000 tax benefit recorded in 1998, $533,000 related to the extraordinary
loss from early extingnishment of debt. We expect to incur losses in the near term related to development costs for
new commercial products and future taxable income may not be sufficient to realize additional deferred tax assets
that will be created by the projected net operating losses. Consequently, we presently expect our statement of
operations will not reflect tax benefits for projected operating losses to be incurred during 2000.

In June 1997, we sold the net assets of our Premise Products Division. The sale of our Premise Products Division
resulted in a net loss from the sale of $2.0 million. Net losses from operations of this division totaled $876,000 and
$226,000 in 1997 and 1999, respectively, and are presented in our financial statements as loss from operations of
discontinued division. The loss from discontinued operations in 1999 resulted from final closeout of unassigned
contracts and the transition of customers to the company that acquired this division.

In June and July 1998, we completed an initial public offering of our common stock, which generated proceeds
of $26.0 million, net of the underwriter’s discount and other offering costs and including the exercise of the
underwriters’ overallotment option. See Note 2 to the accompanying financial statements and “Liquidity and

Capital Resources.”

Historically, substantially all of our revenue has been generated from sales to customers in the United States.
However, we have generated revenue in Canada and intend to enter additional international markets, which may
require significant management attention and financial resources. International sales are subject to a variety of risks.

Our quarterly and annual operating results have varied significantly in the past. The variation in operating results
will likely continue and may intensify. We believe that period to period comparisons of results of operations are not
necessarily meaningful and should not be relied upon as indications of future performance. Our operating results
may continue to fluctuate as a result of many factors, including the iength of the sales cycles for new or cxisting
customers, the size, timing or duration of significant customer contracts, fluctuations in number of subscriber
records under management, timing or duration of service offerings, rate of adoption of wireless services by Public
Safety Answering Points, efforts expended to accelerate the introduction of certain new products, our ability to hire,
train and retain qualified personnel, increased competition, changes in operating expenses, changes in our strategy,
the financial performance of our customers, changes in telecommunications legislation and regulations that may
affect the competitive environment for our services, and general economic factors. Our contracts for 9-1-1 OSS
services generally include a separate non-recurring fee for the design and implementation of the 9-1-1 OSS,
conversion of the customer’s data to our systems, hiring and training of personnel, and other costs required to
prepare for the processing of customer data, and therefore, we may recognize significantly increased revenue for a
short period of time upon commencing services for a new customer.

Our expense levels are based in significant part on our expectations regarding future revenue. Our revenue is
difficult to forecast because the market for our services is evolving rapidly and the length of our sales cycle, the size
and timing of significant customer contracts and license fees and the timing of recognition of non-recurring initial
fees vary substantially among customers. Accordingly, we may be unable to adjust spending in a timely manner to
compensate for any unexpected shortfall in revenue. Any significant shortfall could therefore have a material
adverse effect on our business, financial condition and results of operations. We will incur expenses of
approximately $10 million in 2000 for research, development and marketing to expand our product offerings. In
addition, we hired additional employees in 1999, 1998 and 1997, and expect to continue hiring additional employees
during 2000, We also began leasing office space in Texas in December 1999, from which we will perform some of
our operations, We cannot assure you that we can report operating profits or that our investments in research and
development will generate future revenue. Failure to do so could have a material adverse effect on our business,

financial condition and results of operations.
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Results of Operations

Year Ended December 31, 1999 Compared to Year Ended December 31, 1998

Revenue
Total Revenue. Total revenue decreased 5%, from $34.4 million in 1998 to $32.6 million in 1999.

Data Management Services Revenue. Revenue from data management services increased 5%, from $30.6 million
in 1998 to $32.1 million in 1999, representing approximately 89% and 99% of total revenue, respectively. Data
management services revenue increased due to an increase in the number of records under management for ILEC
and CLEC customers caused by customer growth and the signing of additional CLEC contracts. These increases
were offset by monthly minimum fees from a wireless carrier in 1998 that expired at the end of 1998 and a decrease

in non-recurring fees related to wireless and wireline services.

Licenses and Implementation Services. Revenue from licenses and implementation services decreased 87%, from
$3.8 million in 1998 to $488,000 in 1999, as we had no licenses and implementation services contracts in process in
1999 other than warranty contracts.

Costs and Expenses

Cost of Data Management Services. Cost of data management services consists primarily of labor and costs of
interconnection with customers’ systems and our infrastructure. Cost of data management services increased 17%,
from $20.7 million in 1998 to $24.3 million in 1999, representing 60% and 75% of total revenue, respectively, and
68% and 76% of data management services revenue, respectively. The dollar increase was due to the pilot phase and
start of implementation of our contract with the State of Texas, increased depreciation expense and telephone lines
to accommodate growth in our wireless and wireline operations and additional headcount and related costs incurred
to accommodate growth for both wireline and wireless services, The percentage increase occurred primarily
because the rollout of our wireless and enhanced services has been slower than anticipated, although we have built
the infrastructure to service the anticipated demand, and the infrastructure required to begin the State of Texas
contract before significant revenue was generated. In addition, in 1998, we received monthly minimum fees from a
wireless customer which expired at the end of 1998.

Cost of Licenses and Implementation Services. Cost of licenses and implementation services consists primarily of
labor, license fees for third party software and related expenses. Cost of licenses and implementation services
decreased 83%, from $836,000 in 1998 to $139,000 in 1999, representing 2% and 0.4% of total revenue,
respectively, and 22% and 28% of licenses and implementation services revenue, respectively. The dollar decrease
occurred because we had no licenses and implementation services contracts in process during 1999 other than

warranty contracts.

Sales and Marketing. Sales and marketing expenses consist primarily of expenses related to salaries and
commissions, travel, trade shows and sales collateral. Sales and marketing expenses increased 29%, from 34.1
million in 1998 to $5.3 million in 1999, representing 12% and 16% of total revenue, respectively. The dollar
increase was due to the addition of marketing persomnel, the creation of a government affairs department to interpret
and influence legislation primarily related to our wireless operations and related legal expenses, addition of sales
staff for enhanced services and an increase in tradeshow expenses.

General and Administrative. General and administrative expenses consist primarily of expenses related to our
information systems, finance, human resources, legal, executive and financial planning departments. General and
administrative expenses decreased 1%, from $5.0 million in 1998 to $4.9 million in 1999, representing 14% and
15% of total revenue, respectively. We experienced decreases due to a decrease in expenses related to the
resignations of our chief operating officer and chief financial officer. These decreases were partially offset by:

» the addition of information technology personnel and related expenses;
* increased legal and accounting costs related to quarterly and annual reporting requirements as we became a
publicly traded company in June 1998;
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¢ increased legal staffing and other fees related to regulatory and legislative issues concerning the
implementation of our services in Texas; and
e the creation of an investor relations department.

Other Income (Expense), Net. Net other income (expense) consists primarily of interest expense from our
borrowings and leases for capital cquipment, offset by interest income earned on our cash and investment balances.
Net other expense was $294,000 in 1998 compared to net other income of $607,000 in 1999, representing (1)% and
2% of total revenue for such periods, respectively. The dollar increase in net other income was primarily due to a
decrease in interest expense related to the repayment of certain bank debt outstanding through the second quarter of
1998 and repayment of certain capital leases and an increase in interest eamed from the investment of funds

received from our initial public offering in June and July of 1998.

Benefit for Income Taxes. Our income tax benefit from continuing operations increased from $379,000 in 1998
to $468,000 in 1999. In 1998, we reversed a portion of our valuation allowance and in 1999 recorded an income tax
benefit related to our deferred tax assets as we believe that it is more likely than not that the tax assets will be

realized.

Loss from Operations of Discontinued Division. We recorded a charge of $226,000 in 1999, net of the related
tax benefit, related to the final closeout of unassigned contracts and the transition of customers to the company that

acquired this division.

Loss from Early Extinguishment of Debt. We recorded a charge of $909,000 in 1998, net of the related tax
benefit, related to the write-off of the remaining debt discount and other costs associated with the early

extinguishment of our bank debt.

Year Ended December 31, 1998 Compared to Year Ended December 31, 1997

Revenue

Total Revenue. Total revenue increased 27%, from $27.1 miilion in 1997 to $34.4 million in 1998.

Data Management Services Revenue. Revenue from data management services increased 28%, from $24.0
million in 1997 to $30.6 million in 1998, representing approximately 89% of total revenue in both periods. The

increase resulted primarily from increases in:

« monthly fees from wireline customers due to an increase in the number of subscribers under management;

+ non-recurring and monthly fees from wireless customers, as we did not begin to earn revenue from wireless
customers until the third quarter of 1997 and signed several new contracts in 1998;

+ non-recurring fees from enhanced services; and

e non-recurring fees from new wireline customers that were transitioned to our systems.

Licenses and Implementation Services. Revenue from licenses and implementation services increased 25%, from
$3.1 million in 1997 to $3.8 million in 1998, due to increased work performed on contracts that began in 1997 and

were completed or terminated during 1998.

Cosis and Expenses

Cost of Data Management Services. Cost of data management services increased 35%, from $15.4 million in
1997 to $20.7 millien in 1998, representing 57% and 60% of total revenue, respectively, and 64% and 68% of data
management services revenue, respectively. The dollar increase was due to the addition of personnel and equipment
and expansion of facilities to accommodate growth in our wireless and wireline operations.

Cost of Licenses and Implementation Services. Cost of licenses and implementation services decreased 35%,
from $1.3 million in 1997 to $836,000 in 1998, representing 5% and 2% of total revenue, respectively, and 42% and
22% of licenses and implementation services revenue, respectively. The decrease in dollars and as a percent of
licenses and irmplementation services revenue was primarily due to the reversal of accrued third party software fees
that will not be required and an increase in warranty revenue, both of which resulted from the cancellation of our

contract with Bell Atlantic.
28




Sales and Marketing. Sales and marketing expenses increased 7%, from $3.9 millicn in 1997 to $4.1 million in
1998, representing 14% and 12% of total revenue, respectively. The increase was primarily due to salaries and
related costs of hiring additional sales and marketing personnel during 1998 and public relations costs incurred in
1998. These increases were partially offset by decreases in sales commissions, as well as the transfer of a vice
president to a general and administrative position.

General and Administrative. General and administrative expenses increased 54%, from $3.2 million in 1997 to
$5.0 mullion in 1998, representing 12% and 14% of total revenue, respectively. The dollar increase was due to:

» the reassignment of certain continuing resources, infrastructure and related general and administrative
expenses applicable to continuing operations;

+ addition of personnel and computer equipment in the accounting, information systems, legal and human
resources departments to support our growth;
the transfer of a marketing vice president to a general and administrative position; and
strategic consulting costs incurred in 1998.

The increases were partially offset by a decrease in executive bonuses.

Other Expenses, Net. Other expenses decreased 67%, from $879,000 in 1997 to $294,000 in 1998, representing
3% and 1% of total revenue, respectively. The dollar decrease was primarily due to the repayment of certain bank
debt and capital leases during 1998 and interest earned from the investment of funds from our initial public offering

in June and July of 199§,

Income Tax Benefit. The income tax benefit of $379,000 in 1998 consists of the reversal of a portion of our
valuation allowance on our deferred tax assets, compared to a reversal of valuation allowance of $2.4 million in
1997. We did not record a state income tax provision in 1998 primarily due to the utilization of state net operating
loss carryforwards. In 1997, we recorded a state provision of $172,000 as more business was conducted in states

where net operating loss carryforwards were not available.

Loss from Sale and Operations of Discontinued Division. In 1997, we recorded a charge of $2.9 million, net of
the related tax effect, related to the sale of the net assets of our Premise Products Division,

Loss from Early Extinguishment of Debt. We recorded a charge of $909,000 in 1998, net of the related tax
benefit, related to the write-off of the remaining debt discount and other costs associated with the early

extinguishment of our bank debt.

Liquidity and Capital Resources

Since our inception we have funded our operations with cash provided by operations, supplemented by equity
and debt financing and leases on capital equipment. As of December 31, 1999, we had $21.5 million in cash and

cash equivalents and investments in marketable securities.

In June 1998, we completed an initial public offering of 2,100,000 shares of our common stock, which generated
proceeds of $22.5 million to us, net of the underwriter’s discount and other offering costs. We used approximately
$4.4 million of the proceeds to repay our bank loans and $160,000 for the related prepayment penalty. In July 1998,
the underwriters of our initial public offering exercised their over-allotment option. Under the over-allotment
option, we sold an additional 315,000 shares of our commeon stock, generating net proceeds of $3.5 million.

In addition to the $4.4 million of debt repaid with the proceeds of the initial public offering, we repaid $5.6
million and $1.9 million of other bank debt and capital lease cbligations during 1998 and 1999, respectively.
Additionally, we used $3.4 million and $2.5 million during 1998 and 1999, respectively, for the purchase of capital
assets and software development. We anticipate that our level of spending for capital expenditures in 1999 will
continue during 2000, although we currently have no material commitments for capital expenditures.

We have a line of credit with a bank equal to $2.0 million, which is available to meet operating needs. The
interest rate on amounts borrowed under the line of credit is equal to the bank’s prime rate or the one, two or three
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month Libor rate plus 2.25% per annum. The line of credit matures April 15, 2000 and is collateralized by certain of
our assets. As of December 31, 1999, no borrowings were cutstanding on the line of credit.

We also have a $2.0 million capital lease line with a bank which is available to meet capital acquisition needs that
arise from normal business operations, The interest rate on capital leased under the lease line is equal to the bank’s
cost of funds at the time of cach lease. Separate lease schedules are signed from time to time. Each lease schedule
is collateralized by the assets that are being leased. Each lease has its own termination date, typically 36 months,
As of December 31, 1999, $582,000 was outstanding on the capital Jease line.

We have armounced plans to incur research, development and marketing expenses of approximately $10 million
to expand our product offerings. This will require approximately $13 million in cash due to the capital expenditure
requirements. We may also increase our capital lease line to finance this initiative. We believe that our remaining
net proceeds from our initial public offering, cash generated from operations and lease financing will be sufficient to
fund our anticipated working capital needs, research and development initiative, capital expenditures and any
potential future acquisitions through at least the next twelve months. In the event cur plans or assumptions change or
prove (o be inaccurate, or if we consummate any unplanned acquisitions of businesses or assets, we may be required
to seek additional sources of capital. Sources of additional capital may include public and private equity and debt
financings, sales of nonstrategic assets and other financing arrangements.

Year 2000 Capability

Many currently installed computer and software products were coded to accept only two digit entries in the date
code field. These date code fields need to accept four digit entries to distinguish twenty-first century dates from
twentieth century dates. We use off-the-shelf and custom software developed internally and by third parties for our
production, information technology (IT) and non-IT systemns. We programmed and tested our systems and installed
all upgrades necessary to make them Year 2000 compliant. We spent about $400,000 to make our systems Year
2000 compliant. As a result of our Year 2000 readiness efforts, our production systems, IT systems and non-IT
systems successfully distinguished twenty-first century dates from twentieth century dates on January 1, 2000
without any system failures. However, we are continuing to monitor our systems throughout the year 2000 to ensure
that any latent Year 2000 matters that may arise are addressed promptly, Despite the fact that many companies’
software and computer systems are currently processing twenty-first century dates correctly, these companies,
including us, could experience latent Year 2000 problems.

Recently Issued Accounting Pronouncements

Statement of Financial Accounting Standards No. 133 and No. 137

In June 1998, the Financial Accounting Standards Board, or FASB, issued Statement of Financial Accounting
Standards No. 133, *Accounting for Derivative Instruments and Hedging Activities.” SFAS 133 establishes
accounting and reporting standards for derivative financial instruments and hedging activities related to those
instruments as well as other hedging activities. It requires an entity to recognize all derivatives as either assets or
liabilities in the statement of financial position and measures those instruments at fair value. In June 1999, the
FASB issued Statement of Financial Accounting Standards Ne. 137, “Accounting for Derivative Instruments and
Hedging Activities - Deferral of the Effective Date of FASB Statement No. 133 - An amendment of FASB
Statement No, 133" SFAS No. 137 delays the effective date of SFAS No. 133 to financial quarters and financial
years beginning after June 15, 2000. We do not typically enter into arrangements that would fall under the scope of
Statement No. 133 and thus, management believes that Statement No. 133 will not significantly affect our financial

condition and results of operations.

Statement of Position 98-9

In December 1998, the American Institute of Certified Public Accountants issued Statement of Position 98-9,
“Modification of SOP 97-2, Software Revenue Recognition, With Respect to Certain Transactions.” SOP 98-9
amends certain paragraphs of Statement of Position 97-2, “Software Revenue Recognition,” to require the
application of a residual method of accounting for software revenue when certain conditions exist. SOP 98-8 also
amends Statement of Position 98-4, “Deferral of the Effective Date of a Provision of SOP 97-2" to extend the
deferral of the application of certain passages of SOP 97-2 provided by SOP 98-4 through fiscal years beginning on
or before March 15, 1999, Al other provisions of SOP 98-9 are effective for transactions entered into in fiscal
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years beginning after March 15, 1999, Earlier adoption is permitted, however, retroactive application is prohibited.
We believe SOP 98-9 will not materially impact our financial statements.

Staff Accounting Bulletin No. 10}

In December 1999, the Securities and Exchange Commission staff released Staff Accounting Bulletin No. 101,
“Revenue Recognition.” SAB 101 provides interpretive guidance on the recognition, presentation and disclosure of
revenue in financial statements. SAB 101 must be applied to financial statements no later than the second fiscal
quarter of 2000. We are currently reviewing SAB 101 to determine what impact, if any, the adoption of SAB 101

will have on our financial position and results of operations.
1ITEM 7a. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk represents the risk of loss that may impact our financial position, results of operations or cash flows
due to adverse changes in financial and commeodity market prices and rates. We are exposed to market risk in the
areas of changes in United States interest rates. These exposures are directly related to our normal operating and
funding activities. Historically and as of December 31, 1999, we have not used derivative instruments or engaged in

hedging activities.
Interest Rate Risk

The interest payable on our line of credit is variable based on the lender’s prime rate or the one, two, or three
month Libor rate plus 2.25% per annum, and, therefore, is affected by changes in market interest rates, At
December 31, 1999, no amounts were outstanding under our line of credit, however, we may borrow up to 80% of
qualified accounts receivable, not to exceed $2,000,000. Rates on our capital lease line are also dependent on
interest rates in effect at the time the lease line is drawn upon. In addition, we invest excess funds in high-grade
treasury bonds and commercial paper on which we monitor interest rates frequently and as the investments mature,
We do not believe that reasonably possible near-term changes in interest rates will result in a material effect on our

future earnings, fair values or cash flows.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholders of SCC Communications Corp.:

We have audited the accompanying balance sheets of SCC Communications Corp. (a Delaware corporation) as
of December 31, 1999 and 1998, and the related statements of operations, stockholders’ equity (deficit) and cash
flows for each of the three years in the period ended December 31, 1999. These financial statements are the
responsibility of the Company’s management. Our respensibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstaternent. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation,
We believe that our audits provide a reasonable basis for our opinion,

In cur opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of SCC Communications Corp. as of December 31, 1999 and 1998, and the results of its operations and its
cash flows for each of the three years in the period ended December 31, 1999, in conformity with accounting
principles generally accepted in the United States.

ARTHUR ANDERSEN LLP

Denver, Colorado
January 21, 2000
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. SCC COMMUNICATIONS CORP.

BALANCE SHEETS
(dollars in thousands)
k)
December 31.
1999 1998
ASSETS
CURRENT ASSETS:
Cash and cash equivalents.... $ B354 $ 10,266
Short-term investments in marketable secuntles 12,165 7,761
Accounts receivable, net of allowance of apprommatc]y $58 and $50 in 1999 and 1998 respectwely,
for doubtful accounts .. 2,255 4,820
Unbilled revenue . - 846 1,035
Prepaids and other 548 484
Deferred income taxes — current pomon 653 2,025
Total current assels .. 24,821 26,391
PROPERTY AND EQU]PM ENT at cost
Computer hardware and eqUIPITIENT c.o....cooeoiiieirimsm e s 25,411 23,687
Furniture and fixtures ........cco.ocon. " 933 800
Leasehold IIMPIOVEITIETIIS ...ccvu v evrcmmee oot bt rass s s st bt et e e SRR T s 915 920
27,259 25,407
Less — Accumulated depreciation ... ettt e Ab et ear A bt b b (15,753) (11.056)
Total property and cqu;pment 11,506 14,351
OTHER ASSETS .. o 86 112
LONG-TERM TNVESTME.NTS in marketahle secuntles 993 2,054
DEFERRED INCOME TAXES — NONCURRENT... 3,423 1,504
SOFTWARE DEVELOPMENT COSTS, net of accumular.ed amort:zatlon 0f$575 and 5346 in ]999
and 1998, respectively.... . 951 683

341780  §45.093

LIABILITIES AND STOCKHOLDERS® EQUITY

CURRENT LIABILITIES:
ACCOUNES PAYADIE. . cvooetreeierietr ettt ittt sts e enss s e bbb bR b s s b 752 £ 121

Payrolt-related accruals ... 786 734

Other accrued liabilities... 1,641 2,546
Property and other taxes ...... 792 696
Current portion of capital ]ease ob]lgauons (Note 5) 1,971 1,618

Deferred contract revenue.. 865 1.908
Total current hab11n1cs 6,807 8,713
LONG-TERM DEBT:
Capital lease obligations, net of current portion (NOte 5) e
Total liabilities...
COMMITMENTS AND CONTINGENCIES (N otes 7 and 11)
STOCKHOLDERS' EQUITY (Note 4):
Preferred stock, $.001 par value; 15,000,000 shares authorized; none issued or outstanding ........c.eenii — —
Common stock, $.001 par value; 30,000,000 shares authorized; 11,104,111 and 10,886,353 shaves
issued at December 31, 1999 and 1998, respectwcly RO 11 . 10
Additional paid-in capital ... 43,925 43,320
Stock subscriptions recewable (33) (59)
Accumulated deficit....iiiiinns {10.968) {9,680}
Total Stockholders’ BQUILY....ov i sesie st saens s aorenes 32,935 33,591

2.038 2,791
8,845 11,504

The accompanying notes to financial statements are an integral part of these balance sheets.
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SCC COMMUNICATIONS CORP.

STATEMENTS OF OPERATIONS
(dollars in thousands, except per share data)

Year Ended December 31,

1999 1998 1997
REVENUE:
Data manapement services . B UV DT RV U TP PO ORI 32,696 $ 30,610 $ 24,005
Licenses and 1mplementanon services.. . 488 3,839 3.067
Total revenue,. 32,584 34,449 27.072
COSTS AND EXPENSES
Cost of data management services............... 24,338 20,740 15,378
Cost of licenses and imp]emeniation $ervices. 138 836 1,283
Sates and marketing ... 5,314 4,119 3,850
General and admlnlstratlve 4,931 4.959 3,227
Total costs and expenses 34,721 30.654 23,738
INCOME (LOSS) FROM OPERATIONS (2,137) 3,795 3,334
OTHER INCOME (EXPENSE)
interest and other income .. 1,095 654 88
Interest and other expense .. (488) {9481 (967)
INCOME {LOSS8) FROM CONTINUING OPERATIONS BEFORE
INCOME TAXES AND EXTRAORDINARY ITEM .. {1,530) 3,501 2,455
BENEFIT FOR INCOME TAXES (Note 6) ... " (468) (379} (2,328)
NET INCOME (LOSS) FROM CONTINUING OPERATIONS BEFORE
EXTRAORDINARY ITEM .. . (1,062) 3,880 4,783
DISCONTINUED OPERATIONS (Nute 3)
Loss from operations of discontinued division, net of tax .. (226) — (876)
Loss from disposal of discontinued division, net of tax.. . — — 2,012}
NET INCOME (LOSS) BEFORE EXTRAQRDINARY ITEM ................... {1,288) 3,880 1,875
EXTRAORDINARY LOSS FROM EARLY EXTINGUISHMENT OF
DEBT, net of tax... — {909) —
NET INCOME (LOSS) e § - (1288)  § 2,971 § . 1875
Dividends accrued on Senes D E and F mandaton]y redeemablc
convertible preferred stock .. — (355) (740)
Common stock warrant put pnce adjustment . . — (77} &)
NET INCOME (LOSS) APPLICABLE TO COMMON STOCK I (1288) § 2.539 3 1.127
NET INCOME (LOSS) PER SHARE FROM CONTINUING
OPERATIONS BEFORE EXTRAORDINARY ITEM (Note 2)
Basic... e B (010} ¥ 0.53 3 2.17
Diluted... e § (1Y 5038 § 054

NET [NCOME (LOSS) PER SHARE BEFORE EXTRAORDTNARY
ITEM (Nole 2)
Basic...
Dlluted

NET INCOME (LOSS) PER SHARE (Nme 2)
Basic... .
Dlluted -
SHARES USED IN COMPUTING NET INCOME (LOSS) PER SHARE
{Note 2):
BASIC ettt sttt snsens e 10,088,001
DHIUtEd v e e = 10,980,000

The accompanying notes to financial statements are an integral part of these statements,
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SCC COMMUNICATIONS CORP.

STATEMENTS OF STOCKHOLDERS® EQUITY (DEFICIT)
(dollars in thousands, except per share data)
Total
Additional Stock Stockholders’
Common Stock Paid-in Subseriptions Treasury Stock Accumulated Equity
Shares Amount Capital Receivable Shares Amount Deficit (Deficit)

BALANCES, at December 31,
1996... 1,840,899 § 2 $ 298 $ 1% (36,250} % (3) £ (13,346) $ (13,068)
D|v1dends accrued on Senes D E
and F Convertible Preferred
Stock... . — — — — — .= (740} {740}
Exercise of stock optlons,
including options exercised in

exchange for notes receivable.... 153,382 — 154 (80) — — — 74
Common stock warrant put price
adjustment (Note 4) ........oc.oovvee — — — — — — 8 (8)
Net income.. — — — — - — 1.875 1,875
BALANCES, al December 3]
1997 ... 1,994,281 2 452 (99) (36,250) [€)) (12,219) (11,867)

Dmdends accrued on Semcs D E

and F Convertible Preferred

Stock... . _ — — — — — (355) (355)
Issuance nf common stock through

Initial Public Offering, net of

issuance costs of $964................. 2,415,000 2 25,985 — — — — 25,987
Conversion of preferred stock into
COMMON SIOCK. i, 6,188,575 6 14,938 — — — — 14,944
Conversion of common stock
warrants ............ . 195,148 — 1,545 - — — - 1,549
Issuance of common stock under ’
Employee Stock Purchase Plan... 61,105 — 243 — — — — 243
ercise of stock oplions .............. 68,494 — 39 — — — -— 39
qwmon stock warrant put
rice adjustment.......................... — — — — — — an 7
Stock subscription payments
received.............. —_ — — 40 — — — 40

Tax benefit related to
disquatifying dispositions of

common stock... S — — 117 — — — —_ 117
Retirement oftreasury stock .. (36,250) — * — 36,250 3 — —
Net income.. e P — — — — — 2971 2,971

BALANCES, at Decernber 3]
1998 .. . 10,386,353 10 43,320 (59) — — (9,680) 33,591
Issuance of common stock under

Employee Stock Purchase Plan .. 38,679 — 145 — — — — 143
Exercise of stock options .............. 179,079 1 460 -~ — — — 461
Stock subscnptlon paymcms

recetved... e — — — 26 — — — 26
Net loss .. — — — — — — (1,288) (1,288)

BA LANCES at Decembcr 31
1999 .. e 11104011 §__ 11  § 43925 $_(33) —  § — 5010968  $ 32935

The accompanying notes 10 financial statements are an integral part of these statemnents.
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. SCC COMMUNICATIONS CORP.

STATEMENTS OF CASH FLOWS
{(dollars in thousands)

Year Ended December 31,
1999 1998 1997

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss)... T ¥ (1,288) § 2,971 $ 1,875
Adjustments to reconcﬂe net income m nct cash prowded by
operating activities —

Amortization and depreciation... 5,117 4,315 3,534
Amortization and write-off of note payable dlscuum — 1,430 33
Accretion of investments in marketable securities .. (284) (316} —
{Gain) loss on disposal of assets .. . 53 — (40)
Loss on disposal of discontinued division.. — — 2,032
Provision for estimated losses on contracts.. — 7 (196)
Pravision for doubtful accounts................ . 8 — 25
Deferred income tax BEenelit.. ..o et vee e e (547) (912) (2,500)
Change in —
Accounts receivable..........ooee. 2,557 (2,492) oM
Unbitted revenue...... 189 (39) (190)
Prepaids and other. (38) (286) (202)
Accounts payable.... 2% 246 236
Accrued liabilities........... (433) - 150 1,337
Deferred contract revenue.. . (1,043) (705) 303
Decrease in current assets and liabilities from dlscontmued opcrauons — e 110
Net cash provided by operating activities .. . 4262 4,369 5,380
CASH FLOWS FROM INVESTING ACTIVITIES .
Acquisition of property and equipment... (1,961) (2,995) (2,646)
Proceeds from sale 0f NEL ASSEIS......uivriimsinien it en s ee st e — — 603
Purchase of investments in marketable securities (14,559) (14,446} —
Sale of investments in marketable securities....... 11,500 4,947 —
. Software development Costs ........cooouccuens . _ {497} _(397) (142
Net cash used in investing activities .. (5,517) (12.891) (2,185)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of notes payable ... s — — 4,275
Principal payments on notes payable .............. — {4,986) (1,439)
Princtpal payments on capital lease obligations... (1,870) {5,038) (3,634)
Proceeds from equipment financing..........o..... 581 — —
Exercise of stock options ... 461 39 74
Stock subscription payments recewed R 26 40 —
Purchases through employee stock purr:hase plan....... 145 243 —
Proceeds from initial public offering and overallotment, net of underwriters® discount... — 26,951 —
Costs refated to tnitiai public offering............... — (364) —

Net cash provided by (used in) t'nancmg actlvmes {657) 16,285 (724}
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (1,912) 7,763 2,471
CASH AND CASH EQUIVALENTS, beginning of period ... Crerer s 10,266 2,503 32
CASH AND CASH EQUIVALENTS, end of period ......coocovnviinnnninne § 8354 3 10,266 3_2.503
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATIO

Cash paid during the period for interest........... § - 439 3 BOI § 942

Cash paid during the period for taxes.. § 459 5 95 $ 18
SUPPLEMENTAL SCHEDULE OF NONCASH FINANCING AND INVESTI'NG

ACTIVITIES:

Dividends accrued on Series [, E and F Convertible Preferred Stock .. TSR 5 = 385 3740
Common stock issued to employees in exchangc for emp]oyee notes recewable b — — 2 30
Property acquired with caplml leases .. SR TSPURTOT 5 B89 3 3488 83074
Conversion of preferred stock... . 514,943 i —
Conversion of Warrants............ . 5 — & 1,549 S =
Retirement of reasuTy SIOCK vt sasssrens s sarens b — 3 3 —

The accompanying notes to financial staterents are an integral part of these statements.
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SCC COMMUNICATIONS CORP.

NOTES TO FINANCIAL STATEMENTS

{1) ORGANIZATION, BUSINESS AND LIQUIDITY

SCC Communications Corp. (the *Company”) is a Delaware corporation. The Company is the leading provider
of 9-1-1 operations support systems services to incumbent local exchange carriers (“ILECs”), competitive local
exchange carriers (“CLECs”), wireless carriers and state and local governments in the United States. The Company
manages the data which enables 9-1-1 calls to be routed to the appropriate public safety agency with accurate and
timely information about the caller’s identification and location. In addition, the Company licenses its 9-1-1
software to carriers that wish to manage the delivery of 9-1-1 data management services in-house.

{2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Operating Cycle

Assets and liabilities related to contracts are included in current assets and liabilities in the accompanying
balance sheets since they will be liquidated in the normal course of contract completion, although this may require

more than one year,

Property and Equipment

Depreciation of property and equipment is computed using the straight-line method over estimated useful lives
of three to five years for computer hardware and equipment, seven years for furniture and fixtures and the iife of the
lease for leasehold improvemenits. The costs of repairs and maintenance are expensed while enhancements to
existing assets are capitalized. Depreciation expense totaled approximately $4,888,000, $4,174,000 and 3,399,000
for the years ended December 31, 1999, 1998 and 1997, respectively.

Software Development Costs

The Company expenses the costs of developing computer software until technological feasibility is established
and capitalizes all costs incurred from that time until the software is available for general customer release.
Technological feasibility for the Company’s computer software products is based upon the earlier of the
achievement of (a) a detailed program design free of high-risk development issues or (b) completion of a working
model. Costs of major enhancements to existing products with a wide market are capitalized while routine
maintenance of existing products is charged to expense as incurred. The establishment of technological feasibility
and the ongoing assessment of the recoverability of capitalized computer software development costs requires
considerable judgment by management with respect to certain external factors, including, but not limited to,
technological feasibility, anticipated future gross revenue, estimated economic life and changes in software and
hardware technology.

Capitalized software costs are amortized on a product-by-product basis. The annual amortization is the greater of
the amount computed using (a) the ratio that current gross revenue for a product compares to the total of current and
anticipated future gross revenue for that product, or (b) the straight-line method over the remaining estimated
economic life of the product which is typically five years. Amortization expense related to capitalized software costs
totaled approximately $229,000, $145,000 and $107,000 for the years ended December 31, 1999, 1998 and 1997,
respectively, and is included in cost of data management services and licenses and implementation services in the

statements of operations.
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Revenue Recognition

The Company reports revenue based on its two segments, data management services and licenses and
implementation services.

Revenue from data management services generally consists of a non-recurring fee and monthly recurring
revenue. Revenue included in data management services generally includes a non-recurring fee for the design and
implementation of the 9-1-1 OSS, conversion of the customer’s data to the Company’s systems, hiring and training
of personnel, and other costs required to prepare for the processing of customer data. Non-recurring fees are
recognized on the percentage-of-completion method over the period required to perform the tasks necessary to
prepare for the processing of customer data. The Company’s contracts also separately allow for a monthly service
fee based on the number of subscriber records under management, which is recognized in the period in which the
services are rendered. Data management services revenue also may include revenue from enhanced products and
services, which may include non-recurring and/or monthly fees which are separately stated in the contract and are
recognized in'the period in which the services are performed.

Revenue related to software license fees and implementation of the Company’s 9-1-1 systems at customer sites
is recognized using the percentage-of-completion method because the Company’s software requires significant
modification for each customer. Such contracts include a license fee for the use of the Company’s software and
service fees for the installation and customization of the system. The Company’s costs to install its systems include
direct labor, third-party license fees and miscellaneous expenses. Such costs are included in cost of licenses and

implementation services.

In apptying the percentage-of-completion method, revenue and refated costs are recognized based on the
percentage that labor hours incurred to date compared to total estimated labor hours. Revenue recognized in excess
of amounts billed is reflected as unbilled revenue and amounts billed in excess of revenue recognized are reflected
as deferred contract revenue in the accompanying balance sheets. The Company recognizes any known or
anticipated loss on contracts in process when such losses are determined to exist.

Revenue from licenses and implementation services includes customer support revenue which is recognized
ratably over the related contract period on a straight-line basis. Costs related to customer support revenue are
included in cost of licenses and implementation services in the accompanying statements of operations.

Concentration of Credit Risk

Financial instruments which potentially subject the Company to concentrations of credit risk are primarily cash
and cash equivalents, accounts receivable and investments in high-grade treasury bonds and commercial paper. The
Company maintains its cash balances in the form of bank demand deposits, money market accounts, treasury bonds
and commercial paper with original maturities less than ninety days. The Company’s deposits and investments are
with financial institutions that management believes are creditworthy and investments are high-grade. The
Company’s accounts receivable are from customers that are generally telecommunications service providers;
accordingly, the Company’s accounts receivable are concentrated in the telecornmunications industry. The
Company’s principal customers (Note 10} accounted for 71% and 30% of the Company’s accounts receivable as of
December 31, 1999 and 1998, respectively. The Company has no significant financial instruments with off-balance
sheet risk of accounting loss, such as foreign exchange contracts, option contracts or other foreign currency hedging

arrangements.

Research and Development

Research and development efforts consist of salaries, supplies and other related costs. These costs are expensed
as incurred and totaled approximately $1,740,000, $1,376,000 and $738,000 for the years ended December 31, 1999,
1998 and 1997, respectively. These costs are included in cost of data management services and licenses and
implementation services in the accompanying statements of operations and do not include development costs
incurred as part of the efforts performed under licenses and implementation services contracts with the Company’s
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Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include highly liquid investments with original
maturities of 90 days or less.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions. These estimates affect the reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements, and the reported
amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates.

Fair Market Value of Financial Instruments

Financial instruments include cash and cash equivalents, corporate debt securities, accounts receivable and debt
obligations. The carrying amounts for cash and cash equivalents and accounts receivable approximate fair market
value because of the short maturity of these instruments. The fair value of notes are estimated based on current rates
available for debt with similar maturities and securities, and at December 31, 1999 and 1998, approximates the

carrying value.

Investments in Marketable Securities

The Company's investments in corporate debt securities are classified as held-to-maturity and are carried at the
amortized cost basis. The investments had the following values at December 31, 1999 and 1998, respectively:

Amortized/ Gross Unrealized Gross Unrealized
Accreted Cost  Accrued Interest Holding Gaing Holding Losses Fair Value
Corporate Debt Securities, maturing
within one year . $ 7,761,000 $(237,000) g 13,000 $ (2,000) $ 7,535,000
Corporate Debt Securities, maturing afier
one year through five years 2,054,000 {33.000) 3,000 - 2,024,000
Balances at December 31, 1998 $ 0815000 $(276.000) $__16.000 £ (2.000) $ 9.559.000
Corporate Debt Securities, maturing
within one year $12,165,000 b — $ —_ £ (10,000) $ 12,155,000
Corporate Debt Securities, maturing after
one year through five years 993.000 — = {2,000} _ 991,600
Baiances at December 31, 1999 $13.158,000 h I ) S £ (12,000 $13,146.000

Income Taxes

The Company follows Statement of Financial Accounting Standards No. 109 (“SFAS 109"), which requires
recognition of deferred income tax assets and liabilities for the expected future income tax consequences, based on
enacted tax laws, of temporary differences between the financial reporting and tax basis of assets and liabilities.
SFAS 109 also requires recognition of deferred tax assets for the expected future tax effects of loss carryforwards
and tax credit carryforwards. Deferred tax assets are then reduced, if deemed necessary, by a valuation allowance for
the amount of any tax benefits which, on a more likely than not basis, are not expected to be realized (Note 6).

Stock Based Compensation Plans

The Company applies APB Opinion No. 25, “Accounting for Stock Issued to Employees,” (“APB Opinion No.
25") in accounting for its stock option and other stock-based compensation plans for employees and directors. The
Company has adopted the disclosure provisions of Statement of Financial Accounting Standards No. 123 (“SFAS
123”), “Accounting for Stock-Based Compensation,” for such options and stock-based plans for employees and

directors (Note 4),

40




Impairment of Long-Lived Assets

The Company reviews its long-lived assets for impairment whenever events or changes in circumstances indicate
that the carrying amount of an asset may not be recoverable from future undiscounted cash flows. Impairment losses
are recorded for the excess, if any, of the carrying value over the fair value of the long-lived assets.

Earnings Per Share

The Company presents basic and diluted earnings or loss per share in accordance with Statement of Financial
Accounting Standards No, 128 “Earnings Per Share” (“SFAS 128”), which establishes standards for computing and
presenting basic and diluted earnings per share. Under this statement, basic income (loss) per share is determined by
dividing net income (loss) available to common shareholders by the weighted average number of common shares
outstanding during each period. Diluted income (loss) per share includes the effects of potentially issuable common
stock, but only if dilutive (i.e., a loss per share is never reduced). The treasury stock method, using the average price
of the Company’s common stock for the period, is applied to determine dilution from options and warrants. The if-
converted method is used for convertible securities. Potentially dilutive common stock options that were excluded
from the calculation of diluted income per share because their effect is antidilutive totaled 1,085,747, 51,000 and

298,017 in 1999, 1998 and 1997, respectively.

A reconciliation of the numerators and denominators used in computing per share net income from continuing
operations is as follows:

Year Ended December 31,
1999 1998 1997

Numerator:
Net income (loss) from continuing operations before extraerdinary
item (numerator for diluted ioss per share).... v
Dividends on Convertible Preferred Stock ..
Common stock warrant put price ad_]ustrnent
Numerator for basic income (loss) per share from ccmtmumg

operations before exraoTdinary (e .o 5010620000 §_3,448,000

§ (1,062,000} § 3,880,000 $ 4,783,000
— (355,000} {740,000}
= (77,000} (8,000)

Denominator for basic income (loss) per share:

5 4.035000
Weighted average common shares outstanding ......covoeeeivercsecrsvnnnnres 10,989,001 _ 6.433,564 —1.857.413

Denominator for diluted income (loss) per share:

Convertible Preferred Stock .. . — 3,051,900 6,188,575
Weighted average common shares outslandmg 10,989,091 6,433,564 1,857,413
Options issued to employess ... — 752,863 720,605
Putable common stock warrant — 96,229 22,223

:

~10989.001  _10334,556

Denominator for diluted income {l:ass) per share

Income (loss) per commen share was computed as follows:

Year Ended December 31,
1999 1998 1997

Basic income (Joss) per share:
Income (loss) per share from continuing operations before extraordinary item... § (0.10) 3 033 § 217

Loss per share from discontinued operations.... (0.02) — (1.56)

Loss per share from extraordinary item........ -~ (0.14} —
Basic income (l08$} PEr ShAre....ccovviiirs et e $ 012) § 039 3 _0.6]
Diluted income (loss) per share:
Income (loss) per share from coNtinUINg OPeTatioNS ..o % (0.10) $ 038 § 0.54
Loss per share from discontinued operations........... (0.02) — (0.33)
Loss per share from extraordinaty ftem......c..... — (0.09) —
Diluted ingome {1088) Per SHATE ..o $ (0.12) § 029 $ 021

Recently Issued Accounting Pronouncements
Statement of Financial Accounting Standards No. 133 and No. 137

In June 1998, the Financial Accounting Standards Board (“FASB"”) issued Statement of Financial Accounting
Standards No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS No. 133”). SFAS No.
133 establishes accounting and reporting standards for derivative financial instruments and hedging activities related
to those instruments as well as other hedging activities. It requires an entity to recognize all derivatives as either
assets or liabilities in the statement of financial position and measures those instruments at fair value. In June 1999,

41




